Internal Revenue Service Departnent of the Treasury

fistrict I

Birector _ f
Date: QAN 8 1 1995
Employer Identification Number:
Contact Telephona Number:

Refer Reply To:

Dear Sir or Madam:

We have conatdered your applicution for recognition of examption from Faderal
tncome tax under section 5Q1(c)(3) of the Internal Ravenue Code,

You incorporated as a non-profit corporation in the State of I on I
. Your original purposes indicated you werp organized to manufacture,
sell and lease medical and mobility aid equipment. ‘A further attachment
contained acceptable section S01(¢c)(3) language including purpose. You amended
to delete language regarding manufacturing, sealling and leasing of equipment.

You indicated that your activities were (a) research to solva physical and
mental problems of handicapped people by evaluating devices on the market, (b)
research and davelopment of new improved mathods and techniques of diagnosis and
curing sicknessas utilizing high~tech equipment, and (c) religious aducation as
part of medical treatmaent,

Your board of directors conaists of two family members (IINNEGEGEGEGE
I’ vho also oun a for-profit consulting engineering firm - NN
B (hereafter referred to as ). Both hoard members have sngineering
degreas and axtensive axpariencs in enginearing, which has resulied in their
development of inventions and ohtaining of patents.

Your proposed budgets show SHNEEE per year with expenses consisting of direct
lahor, occupancy, and fund-raising. You indicated that you came into extstence
to apply for grants sincelllll had applied for soma grants and been told the
grants would be provided to not-for-profit entities only. I had applied for a
S grant .

You claim to ha a research organization operated in conjunction with a hospital.
Information you provided confirmed an agraement batween the medical offices of

I 2nd I . It also showed that I
its medical director at the hospital with which you claim afftiliation.

Your research will be conducted by NNENEGgEN -d his associates, I
. D, and their associatea.

You provided a pamphlet that indicatee your mission is to manufacture existing
medical devices at affordable prices for people with disabilities, research and
development of new medical devices, and to help innocent people and people with




disabilities, including, but not limited to creating new jobs for them. You
further stated that you were in the process of completion and preparing for
production the stand/walker "IN developed by HE.

Section 501(c) of the Code describes certain organizations exempt from Federal
income tax under section 501(a) and reads, in part, as follous:

"(3) Corporations,**» fund, or foundation, organized and operated exclusively
for religious, charitable, sciantific, *+* literary, or educational
purposes, or to foater national or international amateur sporta competition
(but only 1f no part of tts activities invplve the proviaion of athletic
facilities or eguipment), or for the pravention of cruelty to children or
animals, no part of the net earnings which tnures to the benefit of any
private shareholder or individual, no substantial part of the activities of
which is carrying on propaganda, or otharwise attempting, to influence
legislation (axcept as otherwisa provided in subsection (h)), and which
does not participate in, or intervena in (including the publishing or
distributing of atatements), any pelitical campaign on behalf of any
candidate for public office."

Section 1,901(c)(3)=1(d)(S)(11) of the ragulations states:
"Scientific research does not include activities of a type ardinartly
carried on as an incident to commercial or industrial oparations, as,
for example, the ordinary testing or tnspaction of materials or products or
the deaigning or construction of equipment, buildings, atc.".

Saction 1.501(c){3)=1(dXS)(iv) of the regulations stata, in part:
An organization will not be regarded as organized and operated for the
purpose of carryting on scientific research in the public interest and,
consegquently, will not qualify under sectlon 501(c)(3) as a “scientlfic”
organization, if:
(a) Such organization will perform research only for persons which ara
(directly or indirectly) its creators and which are not described in
section SO1(c)(3), or...".

Ravenua Ruling 68-~373, 1968-2 C.B. 206, indicates that an organization engaging
in clinical testing of drugs for pharmaceutical companies is not exempt. The
testing enables the companies to comply with Food and Drug Administration
marketing requirements. The organization is performing a service for the
manufacturers. Therefore, the testing serves the private interest of the
manufacturers rather than the public interest.

You have operated for over Il years and indicate no financial data or minutes
to date. Your only attempt at obtaining funding was for a project being done by
B. As evidence of what you had done to date, you provided a report which was
a review of publishad medical papers and promotion for the stand walker
developed by Hlll. You indicated that during those two years, you did the
necessary work to get Federal Food and Drug ﬁdnintatratlon approval for the
Stand/walker, Thus, you seam similar to Rev. Rul. §8-373 in regard to getting
FOA approval. You mentioned product testing, manufdcturing, advancement of
religion and providing jobs for handicapped but have provided no detail or
budgets that would substantiate such activities.

You have failad to show that you arae not merely performing engineering services




for purposes of testing and improving groducts of Il and other manufactures,
thus, promoting their privates benefit. You have failad to show that you will do
research for anyone othar than your founders since you show no revenue from
government or other organizations that sponsor research projects, and your
primary activity to date has been looking at a product developed by HE.

You claimed to be doing research in conjunction with a hospital but failed to
provide any evidence of that hospital's involvement or even knowledge of your
resaarch, A letter you provided was evidencing a relationship between the
nedical practice of your board member and HIN. ‘

Under existing procedures, the Internal Revenue Service will recognize axempt
status only if operations or proposed operations are describad in sufficient
datail to permit a conclusion that the organizetionwtll clearly meat the
narticular requiraments of the saction under which axemption is claimed. A mere
*»i .temant of purpose or a statement that proposed-activities will ba in
furtherance of such purposes will not satisfy this requirement. The
organization must fully describe tha activities in which it expects to engape,
including standards, eriteria, procadures, or othar means adopted or plannaed for
carrying out the activities; the anticipated sources of receiptsi and the nature
of contemplated expenditures. A record of actual operations may be required
before a ruling or datermination latter will be issuad, The postition of tha
Service tn this matter ia set forth in section S of Ravenue Procedure 90-27.

Accordingly, since the information submitted doas not clearly show that you will
be operated exclusively for section SOi(e¢)(3) purposes, a datermination of your
status under saction SQ1(c)(3) of the Code cannot be made at this time.

iy
ficcordingly, you are not exempt under section S@1(c)(3) of the Code and should
file Forms 1120. Contributions to you are not tax dedugtible by donors.

You may, if you desire, resubmit an application for.exemption after you have
actually operated in furtherance of your stated puhposei to an extant to clearly
show your character and method of operation. In order to adequately demonstrate
that you have, or have not, operatad in a manner consistent with exemption under
saction SOt(c ¥ 3) of the Code, you should maintain records such as transcripts,
brochures, programs, and the like, and submit sufficient records with the
application to permit a conclusion as to exempt status at that time.

If you do not agree with these conclusions, you may, within 30 days from the
date of this letter, file in duplicate a brief of the facts, law, and argument
that clearly sats forth your position. If you desirs an oral discussion of the
issue, please indicate this in your protest. Tha enclosed Publication 892 gives
instructions for filing a protest. N

1f you do not file a protest with this office within 30§days of the date of this
report or letter, this proposed determination will become final.

If you do not protest this proposed determination in a timely manner, it will be
considered by the Internal Revenue Code as a failurs to exhaust available
adninistrative remedies. Section 7428(b)(2) of the Internal Revenue Code
provides in part that, "A declaratory judgment or dbcreé under this section
shall not be issued in any proceeding unleas the Tax Court, the Court of Claims,
or the district court of tha United States for the Distqict of Columbia




Ny oo ,-gi .
determines that the organization involved has exhausied ‘administrative remedies
available to 1t within the Internal Revenus Service."

I1f this datarmination letier becomes a final determination, we will notify the
appropriate State Officials, as required by saction 65104(c) of the Code, that
based on the information we have, we are unable to recognize you as an
organization of the type described in Code section 5Q1(g)(3).

1f you agree with thease conclusions or do not wish to file a written protest,

please sign and return Form 65018 in the enclosed self-addressed envelope as soon
as posaible.

1f you have any further questions, please contact the person whose name and
telsphone number are shown at the beginning of this lettar,

Sinceraly,

]
District Director

!

Enclosures:
Publication 892
Form E018



